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NOTES

Unless otherwise indicated, all years referred to in this
report are calendar years.

Dashes in tables in this report indicate amounts
less than $2.5 million.

Details in the text and tables of this report may not add
to totals because of rounding.

The Balanced Budget and Emergency Deficit
Control Act of 1985 is also referred to in this
volume more briefly as the Balanced Budget Act.



PREFACE

The Congressional Budget Office (CBO) is required by section 202(f) of the
Congressional Budget Act of 1974 to submit an annual report on budgetary
options to the Senate and House Committees on the Budget. This year, the
report is in two parts, with this report constituting Part II. Part I is entitled
The Economic andBudget Outlook: Fiscal Years 1987-1991.

This report provides background information for each major spending
area of the budget and for revenues, and analyzes various specific options
that would reduce the deficit. The inclusion of an option in the report, or
the omission of one, does not imply a recommendation by CBO. In
accordance with CBO's mandate to provide objective and impartial analysis,
this report contains no recommendations.

All divisions of the Congressional Budget Office contributed to this
report, which was prepared under the supervision of Robert W. Hartman.
Martin D. Levine was responsible for Section I. John D. Mayer, Stephen H.
Long, James G. Vertrees, Elliot Schwartz, Earl A. Armbrust, and Eric Toder
were responsible for coordinating the specific deficit reduction options in
Section II of this volume. Budget authority and outlay estimates were
coordinated by Charles E. Seagrave, Robert A. Sunshine, Michael A. Miller,
and William P. Myers. Revenue and outlay projections were prepared under
the supervision of Rosemary D. Marcuss and Paul N. Van de Water,
respectively. The Joint Committee on Taxation provided estimates of
revenue options.

Paul L. Houts supervised the editing and production of the report,
assisted by Nancy H. Brooks. Major portions were edited by Patricia H.
Johnston, Francis S. Pierce, Sherry Snyder, and Johanna Zacharias. Others
who assisted in preparing the manuscript for publication were Mary Braxton,
Jill Bury, Gwen Coleman, Antoinette Foxx, Paula Gatens, Shirley
Hornbuckle, Betty Jarrells, Patricia Joy, Rebecca Kees, Norma Leake,
Angela McCullough, Ronald Moore, and Kathryn Quattrone.

Rudolph G. Penner
Director
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CHAPTER I

INTRODUCTION

Actions taken during the first session of the 99th Congress to restrain
federal spending have appreciably improved the outlook for the budget. But
unless additional steps are taken either to lower spending or to raise reve-
nues, annual deficits are projected to remain above $100 billion for the rest
of the decade. Furthermore, the Balanced Budget and Emergency Deficit
Control Act of 1985 (Public Law 99-177) mandates that the deficit be re-
duced to levels below those that would be achieved under current policies,
until a balanced budget is reached by 1991.

This volume briefly describes the outlook for the deficit and offers
numerous options for helping to meet the targets laid out in the Balanced
Budget Act. The remainder of this chapter presents the Congressional
Budget Office's (CBO's) baseline deficit projections and describes the unique
context in which budgetary decisions will be made this year. Chapter II
outlines several general approaches for meeting the statutory deficit limits.
The remainder of the volume presents 127 specific options for raising reve-
nues or reducing outlays that can be used to develop alternative deficit
reduction plans.

THE OUTLOOK FOR THE FEDERAL DEFICIT

Under CBO's current baseline projections, the total federal deficit is esti-
mated to decline from $208 billion in 1986 to $181 billion in 1987 and to
$104 billion by 1991 (see Table 1-1 and Box 1-1 for projected deficits and
budgetary concepts). These projections assume that the spending reduction
order issued by the President on February 1, 1986, pursuant to the Balanced
Budget Act, goes into effect. I/ That order would cancel--or"sequester"--

1. As described later in this chapter, the constitutionality of the automatic deficit reduction
procedure that gave rise to the President's order is under challenge in court. Even if
the Supreme Court eventually finds the order to be invalid, however, the Congress could
effectively enact it under fallback procedures contained in the Balanced Budget Act.
(See Box 1-3 for a description of the fallback procedures.)
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